THE GUARANTEE COMPANY 
of NORTH AMERICA 


TO THE SHAREHOLDERS 


The financial statements in this report are prepared on the accounting basis 
recommended by the Institute of Chartered Accountants. In the general insur- 
ance industry, with a very high percentage of its assets made up of marketable 
securities, this accounting change provides a consistent basis of presentation 
and one properly comparable with that of other financial institutions. Thus a 
more realistic disclosure of assets and return on investment is set forth. The 
figures for the prior year 1974 have been restated in keeping with this more 
representative presentation. 

The rights issue referred to last year was offered and subscribed to in July. 
This resulted in a shareholders’ commitment to an additional investment of 
$1,495,956. Final instalments of $300,002 are due in 1976. Of the 53,488 shares 
offered, only 61 were not taken up. 

There has been some easing of the prior year’s adverse experience in the 
general insurance industry in Canada. However, the unprecedented losses ex- 
perienced in other countries during 1975 indicates the need for a cautionary 
attitude. Our Company’s planned results for 1975 were not realized. Continu- 
ing inflation has forced us to increase our claims provisions of prior years, and 
these increases are reflected in the underwriting loss for the year. The increase 
in operating expenses over the previous year was held to a modest 2%. Large 
court awards, sharp increases in automobile crash repairs, and general inflation 
of all claims costs have imposed a penalty on the Company. 

The efforts of a dedicated staff and the loyalty of our agency force are 
strengths which have been of great assistance to Management during this dif- 
ficult period. 

The year ahead is entered upon with a determination to accomplish the 
purposes of your directors — a profitable and encouraging year for both agents 
and staff, and a reasonable return for the shareholders’ investment. 


President 


AUDITORS’ REPORT 
To the Shareholders of 
The Guarantee Company of North America 

We have examined the balance sheet of The Guarantee Company of North 
America as at December 31, 1975 and the statements of income and retained 
earnings for the year then ended. Our examination included a general review of 
the accounting procedures and such tests of accounting records and other 
supporting evidence as we considered necessary in the circumstances. 

In our opinion these financial statements present fairly the financial position 
of the company as at December 31, 1975 and the results of its operations for the 
year then ended, in accordance with generally accepted accounting principles 
applied, after giving retroactive effect to the changes in accounting for invest- 
ments and deferred income taxes as described in note 1, on a basis consistent 
with that of the preceding year. 


Montreal, Canada THORNE RIDDELL & CO. 
February 18, 1976 Chartered Accountants 
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BALANCE SHEET AS AT DECEMBER 31, 1975 


(with comparative figures for the preceding year) 


1975 1974 
ASSETS (restated) 
Cash andishort term investments). .c ccseen © he ests sas S855 2 ee O20) 
Accounts receivable 
Accrued investment imGOMe qracd< stra tose caw cms 310,366 228,028 
ING US Ap ese his GEE O TATOO aR arid 0 CEES Go emcipagre 3,170,282 22403), 325 
GH GIHS OLS teeta rers eee Tr teronns ait cor ero lng tases 693,422 1,566,159 
(QydatR as Roce Se PEER tere RONG a a 328,490 805,133 
INCONTE taxes TeCOVELADIG xan sitees orca tte Maries, ea A = 182,389 
Prepaid expenses grein cetins Hecht seers yerene sen alas 44,754 31,676 
4,547,314 52162720 
Long-term investments (notes 1 and 2) 
Bands atid denon turesmas eracetes ee Ga erie nana 11,577,011 7,978,024 
SHATCS eee eae ee ce A cl ns Boe: 10,984,571 10,036,343 
NMOntG ag eSienaer ic ete iret G hee at shine centages 133,214 171,432 
Realestat cme retire see ert aa ualees oeenrcnre fine eek 214,951 218,985 
22,909,747 18,404,784 
Fixed Assets 
Office furniture and equipment — at cost ............ 282,092 266,301 
Accumulated: depreciation jars. .cc ses ance weiss 188,341 164,904 
93,751 101,397 
Leasehold improvements at amortized cost........... 24,628 _ 18,728 
118,379 120,125 
Deferred premium acquisition costs (note 3) ............ 2,017,164 1,321,672 
$30,447,716 $25,530,992 
LIABILITIES 
Accounts payable 
Other insurerswrweret heer onic ce ee ohne So) 318,825) bee coozal 
IBREIUTIN TAK Stree et Pine eel Are leeaMacaral Socenle 20 saeae neomuetane 73,236 63,823 
IMeomeytaxes: (NOt A). <a ce swe tepens ehace ols hac Sestar saw vig eee 82,232 — 
(O\thersreron eta ok re ae aS. ete a8, Oe Ue ated ans 303,061 ZZ TO 
777,354 539,629 
GarpsaiG(claimspancsmeprne aette ta inc note ureammonet os 10,826,989 7,607,840 
Wneden ed reMilUMis arse antcrciec ics mkt ee cen eet 10,085,820 6,608,361 
REINS ULer sede POSItS mr aen se tetas Seite ca cenie chee _ 3,179,488 
21,690,163 17,935,318 
Deferred income taxes (note 4) ................-- eee ee 554,000 962,000 
SHAREHOLDERS’ EQUITY 
Capital Stock (note 5) 
Authorized 200,000 shares at $5 
Issued: pay pad 151,527 (1974 - 133,720) 
Not fully paid_ 35,620 
Outstanding WSF, VET Seti erie. alanis aeatetan csieke 882,163 668,600 
Contributed surplus (notes ieee et ent on 982,391 — 
Retained earnings (notes 1and6) ..................... 6,338,999 5,965,074 
8,203,553 6,633,674 
$30,447,716 $25,530,992 


APPROVED BY THE BOARD: 
~ Director FLO ei 


erties 
Director 


SS TET SGA SEE FEENEY MEET it EIS SB TE IB EAL ED EET EINE TE INTIME NESE IE 


STATEMENT OF INCOME 


YEAR ENDED DECEMBER 31, 1975 


(with comparative figures for the preceding year) 


1975 1974 
(restated) 

GROSS ERE MIUMSIV REL BIN eater ae team hic vets $21,512,567 $18,629,293 

PSTESMT GBI RESIVAL CEDIA SV NCER Le Mig ER TN age vere mene ee whe a er ue ate $15,278,581 $15,503,099 

REVENUE 
PremmilMeCAalit © Open eee wee ees sesame ee eee $15,257,481 $15,200,007 
Investment income 

Bonds and debentures interest and amortization (note 2) 577,480 711,348 
IDIVRG en CS eee fens sates 5 een tee eee oe es See ar 732,748 514,441 
Rossestonishares (NOtey2)aeany.a. ae onda hare eens (250,424) (406,870) 
Mortgage in Come wari acta <cee ein scsi oaneieinrernaes eee ais 12,966 ila hay Ast 
Rentalcimconie spat ae irecniteraiehe ms ape ieee 36,666 42,911 
Others eo a re ee Le ad of ence ee 9,447 8,770 
1,118,883 882,375 

ROITCAISR E: VEIN oo fens epee ie yn ay ance cee. nema ieee 16,376,364 16,082,382 

EXPENSES 
(GlaimSiincurre dager os cue eh co Ao cae ee mee 10,620,748 11,427,383 
GOMINSSION Staats. cs een See ei ht aoa ee A 3,715,204 3,185,499 
Prevmnittinsta xe Sankantetve: ects ceca coer aera a con eecree 383,905 312,239 
Other underwriting and administrative ................ 1,026,916 1,488,244 
MMVES (METS Serntee eet ec oe eon natenes hc orcona ces cite eerconeane 68,901 69,497 
Quota share expenses (revenue) .................000000- 505,795 (505,795) 

16,321,469 15,977,067 

INCGOMEnbetorenncomeitaxestsestie sie ene eee 54,895 105,315 

Income taxes 
Current: (TECOVery) Seaccyaeene e mtetce erent ei cae 88,970 (89,220) 
Deferred! (notes-lvand:4) atarnrcnn dre eee eine tas wee eee (408,000) 35,000 

(319,030) _ (54,220) 

NE LINCOM Hotel) succes Se ea ne tees $ 373,925 $ 159,535 

INGiINCOMe PErshareuseaae cr. hin inte eases eam ae as eras $2.54 $1.19 

STATEMENT OF RETAINED EARNINGS 
YEAR ENDED DECEMBER 31, 1975 
(with comparative figures for the preceding year) 

UNAPPROPRIATED RETAINED EARNINGS 1973 
Januaty 1st, as previously stated 726 54.04). 56. ve ae ein wis + $3,029,782 $4,648,539 
Adjustments due to changes in accounting policies (note 1) 

Unrealized loss on marketable’sécurities ............. 3,901,957 1,814,616 
Deferredincome taxesmnecnnni ae een iene ee (962,000) (927,000) 
hivestment.valiatia nena aoe oer eaie ee aera: (618,057) (264,594) 
As restated Sepaier see navelote ares HechaoMhicid cxiruiegaus’ Wap ON alent Eeereees 5,351,682 5,271,561 
INGtINI COME Si tis ay rean erate eee Le 373,925 159,535 
5,725,607 5,431,096 

Transfer to guarantee bond reserve ..............0+-00% 52,255 79,414 
Decemberists eee Bos a: ane haat trskanir wat al poearakvewraye oats 5,673,352 5,351,682 

APPROPRIATED RETAINED EARNINGS 
Janvaryl stern eo mea ntee: doit ae ee ee coo 613,392 533,978 
Transfer from unappropriated retained 

earnings to guarantee bond reserve .................. 52,255 79,414 
December. 41 stoma aan etait eee eee ek 665,647 613,392 
ROTATOR E TAIN EDIE ARINTN G Sinica ate arene eer $6,338,999 $5,985,074 


NOTES TO FINANCIAL STATEMENTS 
December 31, 1975 


1. CHANGES IN ACCOUNTING POLICIES 


Investments 


The company has changed its method of accounting for long-term investments in bonds, debentures 
and shares, previously stated at market values, to the method outlined in note 2. The effect of this 
change has been to Saeeres by $136,312 the reported net income of the current year. The 1974 
operating results have been restated to reflect this change which decreases the net income by $353,463, 
and increases the accumulated retained earnings of January 1, 1975 by $3,283,900. 


Income taxes 


The company has adopted the deferred income tax allocation method of accounting. This change 
increases the reported income of the current year by $408,000. The operating results of 1974, restated, 
decrease the previously reported net income by $35,000 and the accumulated retained earnings of 
January 1, 1975 by $962,000. 


. LONG-TERM INVESTMENTS * 


The values stated for long-term investments are as follows: 


(a) Bonds and debentures, having a cost value of $11,406,386 (1974 - $7,856,280) and quoted market 
value of $10,175,691 (1974 - $6,509,882), have been accounted for on the ‘‘deferral and amortiza- 
tion’’ method. Under this method, realized gains and losses on disposals are deferred and amortized 
over the period to maturity of the security sold. The unamortized portion of the realized gain or loss 
is included in the amortized value of bonds and debentures. 

(b) Shares, having a cost of $11,909,565 (1974 - $10,776,143) and a quoted market value of $9,789,206 
(1974 - $8,220,645) have been accounted for on the ‘‘fair value” method. This method allows for a 

radual movement towards current quoted market values, whereby the shares are valued on a 
ive-year moving average of market values. 

(c) Mortgages are accounted for on the same basis as bonds and debentures held as long-term invest- 
ments. 

(d) Real estate is stated at cost of $266,864 (1974 - $266,864), less accumulated depreciation of $51,913 
(1974 - $47,879). This real estate is included under the caption of investments since its main 
a is one of investment. Depreciation on building has been calculated on the declining 

alance basis at a rate of 5 per cent. 

Income from long-term investments has been accounted for as follows: 

(a) Bond and debentures interest and amortization includes interest earned and amortization of dis- 
counts or premiums arising from purchases other than at par values and amortization of realized 
gains and losses on security disposals as described above. 

(b) Losses on shares includes changes in fair values, as described above, and amounts received on 
disposal that are in excess of or less than fair values at the end of the preceding period. 

(c) Rentals include an amount of $13,656 (1974 - $13,656) representing an occupancy charge in respect 
of space used by the company. 


. DEFERRED PREMIUM ACQUISITION COSTS 


These represent agents’ commissions, premium taxes and certain other underwriting expenses which 
relate directly to acquisition of premiums. These costs, to the extent that they are considered to be 
recoverable, are deferred and amortized over the term of the related premiums. 


. INCOME TAXES 


As referred to in note 1, the company has adopted the deferred income tax allocation method of 
ee The deferred income taxes account comprises the following: 
Deferred income tax credits arising from claiming for tax -purposes acquisition costs 
on“‘uneéarned premium -5 ate cae Sees is ee whens oes er meee a ve $1,009,000 


Deferred income tax charge arising from 1975 tax loss carry-forward................- (428,000) 

Deferred income tax charge arising from depreciation claimed in excess of 

capital cast'allowantescnmee sc accs.nt ott aoc oem ee eee nT ane Se eee (27,000) 
$ 554,000 


In addition the company has unrealized losses on long-term investments of $754,369 the tax effect on 
which has not been recorded in the accounts. 


. CAPITAL STOCK AND CONTRIBUTED SURPLUS 


During the year the company received subscriptions for 53,427 shares at the subscription price of $28, 
of which $5 is capital and $23 is credited to contributed surplus. 


. APPROPRIATED RETAINED EARNINGS 


Appropriated retained earnings at the end of the current and preceding year consisted of a special 
reserve in connection with fidelity and surety guarantee bonds outstanding. 


